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1. INTRODUCTION

1.1.

1.2.

Purpose and Background

The purpose of this Independent Storage Provider Interconnection Settlement
Agreement (“Settlement Agreement” or “Settlement”) is to resolve two specific
issues set for litigation before the California Public Utilities Commission
(“Commission” or “CPUC”) in the Gas Reliability OIR — R.04-01-025. The
Commission identified the following two issues in its Scoping Memo of
February 28, 2005:

“Should independent gas storage facilities be permitted to directly connect
with other market participants such as California producers, electric
generators, or other noncore customers, which Public Utilities Code
sections are relevant to this issue, and should the Commission be concerned
with bypass?” (Scoping Memo, p.5.)

“Should the Commission determine in this proceeding whether the gas
utilities’ backbone transmission capacity is sufficient to accept maximum
withdrawals from all gas storage facilities during peak periods, if
emergency gas storage reserves are authorized, or should the Commission
defer this issue until such time as it decides whether or not to adopt an
emergency gas storage reserve?” (Scoping Memo, p.6.)

Through various rulings, the Commission allowed the parties until September 30,
2005, to attempt to reach a settlement and to file a Settlement Agreement with the
Commission that resolves these issues.

This Settlement Agreement sets forth the framework for gas service to certain
PG&E noncore end-use customers and receipt of gas supplies from certain
California gas producers into PG&E’s system via interconnections with the current
and future storage facilities of Lodi Gas Storage, L.L.C. (“Lodi”), Wild Goose
Storage Inc. (“Wild Goose”) or any new storage facility. These entities are referred
to collectively as Independent Storage Providers (“ISP”’). Under this Settlement,
ISPs are also allowed certain direct connections with customers solely to provide
storage services. This Settlement also assures that market access by ISPs is not
unduly constrained by the capacity of PG&E’s backbone transmission system.

Limitations and Reservations

This Settlement Agreement does not change any of PG&E’s obligations, rates or
services pursuant to the Gas Accord III Settlement Agreement approved by the
Commission on December 16, 2004, in D.04-12-050. This Settlement does not
directly affect service to any other PG&E or ISP customer. Unless explicitly
changed by this Settlement Agreement, all other portions of PG&E’s, Lodi’s and
Wild Goose’s tariffs and Agreements remain in place, unless changed by other
Commission action.

Subject to Rule 51 of the CPUC Rules of Practice and Procedure,
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This Settlement does not address ISP interconnections with interstate or intrastate
pipelines, as no such entities exist or are being proposed at this time in the vicinity
of the ISPs’ systems. Should an ISP in the future wish to establish an
interconnection with a non-PG&E interstate or intrastate pipeline, then the ISP and
PG&E will meet and confer in good faith, and try to reach an agreement on the
terms and conditions of such interconnection. This agreement would then be filed
for Commission approval. If the parties are unable to reach an agreement, then
each Party reserves its rights to advocate its position with respect to such
interconnection.

1.3. Settlement Parties

This Settlement Agreement is entered into by the Settlement Parties, as identified
by their attached signatures. Settlement Parties agree to actively support
Commission approval of this Settlement Agreement in R.04-01-025.

A successor company to a Settlement Party will be bound by this Agreement and
Commission orders approving this Settlement.

1.4. Pro forma Agreements and Tariffs to Implement Settlement

Appendix C contains the pro forma Exchange Agreement between PG&E and an
ISP. Appendix D contains the pro forma PG&E tariffs, including the Service
Agreement that is to be completed for each ISP-connected end-use customer or
California gas producer obtaining exchange service, and signed by that customer or
producer, PG&E and the ISP. Appendix D also contains the pro forma Service
Relocation Agreement should service be terminated to a PG&E customer pursuant
to this Settlement. Appendix E contains pro forma Officer Certification forms
needed to implement Section 3.6.5 of this Agreement. Settlement Parties request
that the Commission approve all these pro forma agreements, tariff sheets and
forms as part of the Settlement Agreement.

No changes are needed to the Lodi or Wild Goose tariffs to implement this
Settlement.

Within 20 business days of a Commission decision approving this Settlement
Agreement and the associated agreements, tariffs and forms without modification,
PG&E will make a compliance filing to implement the provisions of this
Settlement.

1.5. Compromise and Support

This Settlement Agreement is a negotiated compromise of issues and is broadly
supported or not opposed by parties to R.04-01-025 who are local distribution
companies, gas producers, marketers, shippers, independent storage providers,
wholesale and retail end-use customers, and regulatory representatives. Nothing
contained herein will be deemed to constitute an admission or an acceptance by any
Settlement Party of any fact, principle, or position contained herein.
Notwithstanding the foregoing, the Settlement Parties, by signing this Settlement
Agreement and by joining the motion to adopt the Settlement Agreement filed
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before the Commission, acknowledge that they pledge support for Commission
approval and subsequent implementation of these provisions.

1.6. Complete Package

This Settlement Agreement is to be treated as a complete package, not as a
collection of separate agreements on discrete issues or proceedings. To
accommodate the interests of different Settlement Parties on diverse issues, the
Settlement Parties acknowledge that changes, concessions, or compromises by a
Party or Parties in one section of this Settlement Agreement necessitated changes,
concessions, or compromises by other Parties in other sections.

1.7. Modifications by Commission

In the event the Commission rejects or modifies this Settlement Agreement, the
Settlement Parties reserve their rights under Rule 51.7 of the Commission’s Rules
of Practice and Procedure. The Parties agree to a good faith negotiation process in
the event the Commission modifies the Settlement.

2. TERM OF SETTLEMENT

2.1. Effective Date

The effective date of this Settlement Agreement will be the date of a final
Commission order approving this Settlement.

2.2. Settlement Period

Once it is approved and takes effect, the Settlement will remain in effect
indefinitely, until modified or terminated by subsequent Commission order. The
Settlement Parties agree not to seek any changes to this Settlement, absent consent
of PG&E and the ISPs, prior to the end of the Gas Accord III Settlement
Agreement, which currently is scheduled to end on December 31, 2007, for
PG&E’s gas transmission services.

3. ISP INTERCONNECTIONS

3.1. Overview

Wild Goose is connected to PG&E Line 400 near Delevan and PG&E Line 167
near Gridley. Lodi is connected to PG&E Line 401 near Lodi and is proposing a
nearby interconnection with Line 400 in A.05-07-018. These interconnections with
the ISPs are subject to Operating and Balancing Agreements (OBAs). The terms
and conditions of these OBAs, which include many operating parameters such as
pressure, gas quality, and balancing requirements, are not affected or modified by
this Settlement.

This Settlement prescribes the circumstances and requirements (a) for an
interconnection with the ISP so PG&E can provide service to a PG&E noncore or
producer customer using the ISP’s storage facilities and an exchange of gas with
the ISP (“Exchange Service”) or (b) for third-party interconnections with an ISP so
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the ISP can provide that customer solely with storage services (“Direct Connect
Storage Service”). An ISP will also provide storage services to a PG&E customer
receiving Exchange Service for balancing at a minimum.

The following defines which PG&E customers are eligible for Exchange Service
(“Exchange Service Customer”).

a. A PG&E noncore end-use customer (industrial or electric generation facility)
that is, or will be, taking service under rate Schedules G-NT or G-EG, and are
of a sufficient size as specified in the implementing agreements and tariffs.
Other PG&E end-use customers are not eligible.

b. A California gas producer, as defined in PG&E’s gas Rule 1, which includes a
gathering system operator acting on the producer’s behalf.

c. Any PG&E customer that is already connected to the ISP by a customer-owned
pipeline.

For Exchange Service to an end-use customer, PG&E delivers gas to the ISP at the
ISP-PG&E interconnection, and the ISP delivers the gas through an exchange at a
PG&E meter facility that is connected to the ISP on one side and to the end-use
customer on the other side. For Exchange Service to a California gas producer, the
gas is delivered by the producer through the PG&E meter facility directly
connected to the ISP, and the ISP delivers the gas through an exchange to the ISP-
PG&E interconnection. The producer gas is then delivered either on-system or off-
system under a Gas Transportation Service Agreement (GTSA) in the same way as
if the gas were delivered directly to PG&E. In essence, gas to or from a PG&E
customer will be exchanged with gas on the ISP’s storage facilities. The ISP will
receive an Exchange Fee for providing Exchange Service. Appendix A is a simple
diagram of these types of facility connections.

These new Exchange Service arrangements will require separate agreements
between PG&E, the Exchange Service Customer and the ISP, including new PG&E
tariffs. The primary agreement is an Exchange Agreement between the ISP and
PG&E. PG&E will also establish a new rate Schedule G-ESISP, “Exchange
Service through ISP Facilities.” Schedule G-ESISP is in addition to the otherwise
applicable tariff requirements for the PG&E customer, and allows the collection of
the Exchange Fee and provides for a self-balancing credit to the Exchange Service
end-use Customer, among other provisions. Associated with this new rate
Schedule is a G-ESISP Service Agreement (“Service Agreement”) that is signed by
all three parties — the customer, the ISP and PG&E. The Service Agreement
requires that all the other agreements and arrangements necessary to provide
Exchange Service are in place before service commences.

A PG&E Exchange Service Customer also will have the opportunity to contract
with the ISP for storage services. However, at a minimum, an Exchange Service
Customer will be required to obtain storage services from the ISP for purposes of
balancing that customer’s actual flows with its scheduled flows on the ISP system,
so the operating and balancing obligations between the ISP and PG&E under the
applicable OBA will continue to be met.

Subject to Rule 51 of the CPUC Rules of Practice and Procedure, Page 4
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3.2

For Direct Connect Storage Service, accounting and auditing procedures are
specified to verify that storage is the only service being provided by the ISP to the
direct-connect customer, and that bypass of the PG&E system and its Commission-
approved tariffs and rules is not occurring.

ISP Exchange Agreement with PG&E

Appendix C is the pro forma Exchange Agreement between PG&E and an ISP.
Upon approval of this Settlement by the Commission, the Exchange Agreement
will be executed by PG&E and Lodi, and by PG&E and Wild Goose, respectively.
The following lists the key provisions of the Exchange Agreement. These
provisions (Section 3.2 and its subparts) do not apply to direct interconnections
between an ISP and a third party pursuant to Section 3.6 of this Settlement
Agreement.

3.2.1. New ISP Interconnection to Serve a PG&E Customer

Both PG&E and the ISP must approve a new ISP interconnection to provide
Exchange Service to a PG&E customer. Absent the ISP, these customers
would obtain service directly from PG&E, and PG&E would be obligated to
provide such service to the extent required by PG&E’s tariff.

Such approvals will not be withheld by PG&E, unless providing Exchange
Service to this customer using the ISP interconnection (a) will impair the
integrity of the system or operation of the PG&E pipeline system or ISP
storage facilities, (b) will materially reduce the service reliability to other
PG&E customers, or (c¢) will be inconsistent with the otherwise applicable
terms of service.

Each ISP reserves the right to refuse to establish an interconnection for the
purpose of providing Exchange Service to a particular end-use customer or
producer.

3.2.2. Metering and Interconnection Facilities

All ISP interconnections to provide Exchange Service to a PG&E customer
will include PG&E-owned metering facilities between the ISP
interconnection and the end-user or producer pipeline. In addition to the
meter, the metering facilities may include gas quality measurement,
regulation and communication equipment. Pressure regulation required by
the ISP for deliveries of producer gas will be the responsibility of either the
ISP or the producer, as agreed upon between the ISP and the producer, not
PG&E.

The ISP will have the right to contemporaneously receive any available
data, including meter readings and gas quality data, from the PG&E-owned
metering facilities. The ISP will provide and maintain the communication
equipment needed to transmit this data from the PG&E meter facility to the
ISP. The customer receiving the Exchange Service will be required to agree
that this data can be provided to the ISP in order for the ISP to meet the
balancing and gas quality requirements for the customer.
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3.2.3.

3.2.4.

PG&E will be responsible for designing, installing, operating and
maintaining the metering facilities. The provisions of PG&E’s gas Rule 16
apply to this installation, and allowances will be provided to end-use
customers based on PG&E’s gas Preliminary Statement B, Mainline
Extension Rates, which could offset the customer cost for these metering
facilities. Producers will not be provided allowances for the PG&E
metering facilities.

All pipeline and appurtenant facilities needed to connect the end-user or
producer facility to PG&E’s meter facility and to provide gas service to the
customer will be constructed, owned and maintained by the Exchange
Service Customer at its expense. The ISP will be responsible for
constructing, owning and maintaining the interconnection tap between its
pipeline and PG&E’s meter facility.

Operational Requirements

In no case will the ISPs be allowed to transport gas on behalf of third parties
via the subject interconnections other than those transactions which are
scheduled by PG&E and subject to PG&E tariffs. For example, withdrawal
of gas from the ISP storage facility will be at the applicable Mission Path
rate or successor PG&E rate schedule, to delivery points as permitted under
the Mission Path tariff or successor tariff.

Nominations and scheduling of gas to or from an Exchange Service
Customer will be the same as provided in PG&E’s tariffs. However, an
Exchange Service end-use Customer cannot be covered by a Noncore
Balancing Assignment Agreement (NBAA), and an Exchange Service
producer Customer must have a California Production Balancing
Agreement (CPBA) that is only for this connection.

For the purposes of administering the OBA, PG&E will add the net of all
Exchange Service Customer scheduled volumes to the net of the
nominations to the ISP to arrive at the scheduled amount at the PG&E-ISP
interconnection point. PG&E will confirm these numbers to the ISP
scheduler as a normal part of the scheduling process.

Balancing Requirements

The existing OBAs between PG&E and each of the ISPs require that
imbalances between scheduled volumes and actual deliveries at the PG&E-
ISP interconnection points must be within a small tolerance, and moved
toward a zero imbalance in the days immediately following an imbalance.
Since Exchange Service Customers will receive gas service on the ISP side
of the OBA interconnection point, the imbalances of these customers will
physically exist on the ISP system, and not on the PG&E system. The ISP
agrees to take responsibility for providing a storage service to these
customers that includes storage service for daily balancing, while
continuing to meet its OBA obligations. Therefore, the Exchange Service
Customer will be obligated to obtain some amount of storage service from
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3.2.5.

3.2.6.

3.2.7.

the ISP. The terms, balancing limits, and costs will be negotiated between
the Exchange Service Customer and the ISP. As a result, Exchange Service
Customers will be deemed to be in balance on OFO or EFO days, and not
subject to those provisions in PG&E’s tariffs.

PG&E will deem the Exchange Service end-use customer to be eligible for
the self-balancing credit contained in PG&E’s G-BAL Tariff, although this
customer is not subject to the balancing provisions of G-BAL, because the
imbalance will not physically exist on the PG&E system. Producers are not
eligible for this credit.

Exchange Service producers will need to sign a CPBA for this connection,
which includes responsibilities for monthly balancing.

Exchange Fee

PG&E will pay the ISP an Exchange Fee for Exchange Service. This will
be a volumetric charge, in dollars per therm, applicable to the metered
volumes in therms. The Exchange Fee charges will be paid by the
Exchange Service Customer to PG&E. PG&E in turn will pay the
Exchange Fee charges to the ISP, less the franchise fees and uncollectible
accounts expense (F&U) that PG&E is required to collect as specified in
Preliminary Statement, Section C.6 of PG&E’s tariffs.

The Exchange Fee will be negotiable between the Exchange Service
Customer and the ISP, subject to a floor and a ceiling rate. The floor rate
for an end-use customer will equal the credit provided to the Exchange
Service end-use customer that equals the self-balancing credit contained in
PG&E’s G-BAL Tariff. The floor rate for a producer will be zero (0). The
ceiling rate for all Exchange Service Customers will equal PG&E’s then-
applicable distribution level rate component of rate Schedule G-NT for
Tier 2, winter service. These floor and ceiling rates for the Exchange Fee
will be subject to change as such reference rates and fees may change from
time to time in PG&E’s tariffs.

The Exchange Service Customer’s specific negotiated Exchange Fee will be
stated in the Service Agreement between the customer, the ISP and PG&E.
This negotiated Exchange Fee will be exempt from reporting on PG&E’s
negotiated contracts report.

Condition and Safety of Facilities
The ISPs and PG&E recognize their respective statutory and regulatory
obligations to maintain, inspect and operate all interconnected ISP facilities

in a manner consistent with all applicable federal and state safety and
pipeline integrity regulations under federal and state law.

Indemnification and Force Majeure

The Exchange Agreement will include appropriate indemnification and
security arrangements to protect PG&E in case of any ISP service problems
that directly result in harm to PG&E or its premises or the Exchange
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Service Customer or its premises to the extent those problems involved the
negligence, willful misconduct or criminal misconduct of the ISP, and also
to protect the ISPs in case of any PG&E service problems that directly
result in harm to the ISP or its premises or to the Exchange Service
Customer or its premises to the extent those service problems were caused
by the negligence, willful misconduct or criminal misconduct of PG&E.

The Exchange Agreement will include appropriate force majeure language.
3.2.8.  Termination
3.2.8.1. Exchange Agreement Termination

Upon execution, the Exchange Agreement will be of indefinite term,
and can only be terminated by (a) breach of the Agreement by one of
the parties, (b) governmental action, or (¢) approval by the
Commission.

3.2.8.2. Service Agreement Termination

A customer-specific G-ESISP Service Agreement can be terminated
(a) by mutual agreement, (b) by termination of the Exchange
Agreement, or (c) if service is terminated pursuant to the provisions of
either PG&E’s or the ISP’s tariffs and agreements with the Exchange
Service Customer. Once Exchange Service is terminated by either
PG&E or the ISP, the applicable Exchange Service agreements of the
other party, either the ISP or PG&E, with the Customer will be
considered terminated. PG&E, the ISP and the customer will engage in
a good-faith dispute resolution process upon request by one of the
parties. The dispute resolution process is not required to occur prior to
termination.

3.3. Exchange Service to a PG&E End-Use Customer

A new rate schedule is needed for PG&E to provide Exchange Service to the end-
use customer since it is not directly connected to PG&E’s transmission or
distribution system. Additionally, in order to clarify the parties’ rights and
responsibilities in the event the ISP should fail to provide the Exchange Service, a
G-ESISP Service Relocation Agreement will be required between PG&E and the
end-use customer, to confirm how PG&E will continue its service obligation to that
customer, if the customer wants to continue to receive natural gas service. The
customer will be required to pay all costs of relocating service to a PG&E
transmission or distribution facility. The ISP and the customer must have in place a
storage service agreement pursuant to which the ISP must provide a storage service
for balancing to the Exchange Service end-use customer.

3.3.1. Notice of End-Use Customer Expression of Intent
PG&E and the ISP will notify the other if either has entered into discussions
with a potential Exchange Service end-use Customer, and there is a written,
mutual expression of intent with the Customer to receive Exchange Service.
Such notification must be made in writing within ten (10) business days
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after the date of the written, mutual expression of intent, and must state the
customer’s name, its representative and its contact information, including
telephone number and E-mail address.

3.3.2. Exchange Service Responsibilities

The Exchange Service responsibilities are specified in detail in the G-ESISP
Service Agreement (see Appendix D-2) that is signed by the end-use
customer, the ISP and PG&E.

In general, the end-use customer is responsible for executing and complying
with all the applicable connection and service agreements with PG&E and
complying with PG&E’s tariffs. PG&E is obligated to provide service to
the end-use customer consistent with its tariff obligations, except that

(a) the daily balancing and gas quality (including gas heating value) will be
based on the end-use customer agreements with the interconnecting ISP and
not PG&E, and (b) there will be a G-ESISP Service Relocation Agreement
between PG&E and the Exchange Service Customer as described below.

3.3.3. PG&E Service Agreements and Charges

Only PG&E noncore and electric generation end-use customers are eligible
for this ISP-connection Exchange Service.

3.3.3.1. Rate Schedule

Exchange Service is provided to a customer under rate Schedule
G-ESISP. Appendix D-1 is a pro forma version. The end-use
customer will continue to also take service under rate Schedule G-NT
or G-EG, as appropriate, and to execute PG&E’s NGSA and be
responsible for all other rates and rate schedules applicable to end-use
customers. This new rate schedule also allows PG&E to collect the
Exchange Fee from the Exchange Service Customer and to provide the
end-use Customer a credit since the Customer is not using PG&E’s
balancing services. This credit is equal to the Self-Balancing Credit
under Schedule G-BAL, although this end-use customer is not
otherwise subject to the requirements under this schedule.

The issue of whether a noncore end-use customer taking Exchange
Service will be required to continue to pay the local transmission rate
component in the end-use tariff will be open to reconsideration in the
context of PG&E’s next Gas Transmission and Storage Rate Case. No
changes will be made prior to the conclusion of the Gas Accord III
period, currently scheduled to expire on December 31, 2007.

3.3.3.2. Service Relocation Agreement

The end-use customer must sign the G-ESISP Service Relocation
Agreement, a pro forma version of which is shown in Appendix D-3.
The G-ESISP Service Relocation Agreement governs the situation
where Exchange Service becomes unavailable or is no longer provided
for any reason. The G—ESISP Service Relocation Agreement confirms
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that, in this situation, the end-use customer will pay all costs to move
the service location from the ISP facility to a PG&E transmission or

distribution facility, if the customer wants to continue to take natural
gas service. This Agreement absolves PG&E from any obligation to
maintain Exchange Service to the end-use customer.

Prior to taking action to relocate the service based on the condition of
non-PG&E facilities, PG&E will meet and confer with the ISP or
customer regarding the conditions that PG&E believes make the ISP’s
or customer’s facilities unsafe or unsuitable, pursuant to good utility
practice, for Exchange Service.

3.3.3.3. Exchange Fee

3.3.4.

The end-use customer taking Exchange Service must pay the Exchange
Fee to PG&E on all metered volumes, measured in therms. PG&E will
then pay the ISP the same amount, less the F&U component.

ISP Service Agreements and Charges

The ISP will use its storage services to provide the necessary balancing for
the Exchange Service end-use customer. The ISP and this end-use
customer will negotiate and sign an agreement for the services and charges.
Additionally, the ISP and the end-use customer will agree on gas quality
standards, including heating value. The agreement may simply state that
the gas quality standards are the same as provided for in PG&E’s tariffs.
The gas quality agreement can be separate or combined with the storage
services agreement. The ISP or the Customer will provide a copy of the gas
quality agreement, or the gas quality section of a combined agreement, to
PG&E.

3.4. Exchange Service to a California Gas Producer

A California gas producer taking Exchange Service must continue to have (1) a
California Production Balancing Agreement, which among other things facilitates
nominations and deliveries to a valid Gas Transmission Service Agreement
(GTSA) with a Silverado Path Exhibit, and (2) an interconnection and operating
agreement, which outlines an interconnection to the PG&E metering facilities.
Additionally, in order to clarify the parties’ rights and responsibilities in the event
the ISP should fail to provide the Exchange Service, a G-ESISP Service Relocation
Agreement will be required between PG&E and the producer to confirm that
PG&E will not have any continuing obligation to the producer other than as a new
interconnecting producer. The ISP and the producer must have in place a storage
agreement pursuant to which the ISP must provide the producer a storage service
for daily balancing.

3.4.1.

Notice of Producer Customer Expression of Intent

PG&E and the ISP will notify the other if either has entered into discussions
with a potential Exchange Service producer Customer, and there is a
written, mutual expression of intent with the Customer to receive Exchange
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3.4.2.

3.4.3.

Service. Such notification must be made in writing within ten (10) business
days after the date of the written, mutual expression of intent, and must state
the customer’s name, its representative and its contact information,
including telephone number and E-mail address.

Exchange Service Responsibilities

The Exchange Service responsibilities are specified in detail in the G-ESISP
Service Agreement (see Appendix D-2) that is signed by the producer, the
ISP and PG&E.

PG&E Rate Schedule, Service Agreements and Charges

3.4.3.1. Rate Schedule

The producer will take Exchange Service under Rate Schedule
G-ESISP. This allows PG&E to bill the producer for the Exchange
Fee.

3.4.3.2. Service Agreements

The producer is responsible for paying for PG&E metering facilities,
and signing a CPBA and an interconnection and operating agreement
with PG&E. However, since daily balancing is being provided by the
ISP, the producer will be deemed to be in balance during an OFO or
EFO. PG&E is otherwise obligated to provide service to the producer
consistent with its tariff obligations.

3.4.3.3. Service Relocation Agreement

The producer must sign the G-ESISP Service Relocation Agreement, a
pro forma version is shown in Appendix D-3. This agreement absolves
PG&E from any liability for any damage if service is discontinued,
should the ISP or producer’s facilities become, in PG&E’s opinion,
unsafe or unsuitable for transportation service, pursuant to good utility
practice, or service is terminated for any other reason. The producer
will pay the cost of relocating the connection to PG&E’s System, and
PG&E will relocate its facilities provided suitable rights of way are
available. A PG&E interconnection would be provided that is
consistent with PG&E’s generally applicable tariffs for new gas supply
interconnections.

3.4.3.4. Exchange Fee

3.44.

The producer receiving the Exchange Service will pay the Exchange
Fee on the metered volumes, measured in therms. PG&E will then pay
the ISP the same amount, less the F&U component.

ISP Service Agreements and Charges

The ISP will use its storage services to provide the necessary balancing for
the producer. The ISP and the producer will sign an agreement for this
service and the charges for this service. The ISP has quality requirements
for the gas it delivers to PG&E, and therefore, may impose gas quality
requirements on the gas it receives from a producer connection.
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3.5. No ISP Facilities on Customer Side of PG&E Meter

The ISPs agree that they will not expand their systems by constructing, acquiring,
leasing or otherwise owning by any means, any facilities on the customer’s side of
the PG&E meter used to provide Exchange Service pursuant to Section 3.3 and
Section 3.4, above. Nothing herein is intended to restrict the ability of the ISP to
expand or modify its storage facilities on the ISP’s side of the PG&E meter,
consistent with applicable legal requirements.

3.6. ISP Direct Interconnection Storage Customers

The ISPs will be permitted to interconnect directly with an end-use customer or
California gas producer owned pipeline (“Direct Connect Customer”) for the sole
purpose of providing storage services. This storage service entails the physical
receipt and redelivery of gas at the same interconnection point, through a bi-
directional meter, between the Direct Connect Customer and the ISP (“Direct
Connect Storage Service”). An end-use customer includes the facilities of any
wholly-owned affiliates. No other end-use customers may be connected to this
Direct Connect Customer-owned pipeline.

The Direct Connect Customer may or may not also be a customer of PG&E as
either a producer or end-use customer. However, the Direct Connect Customer of
the ISP will not become of a customer of PG&E by virtue of having secured such
service, except as provided in Section 3.6.7, below.

Direct Connect Storage Service provided in accordance with this Settlement will be
a storage service and will not be construed to be transportation service or Exchange
Service. To the extent it is determined that daily net flows through the Direct
Connect meter (after adjusting for applicable fuel and losses) do not equal the
change in Direct Connect Customer’s inventory in storage on that day, the
difference will be considered as having been delivered from or to PG&E with the
appropriate charges payable to PG&E as provided below.

3.6.1. Reservation of Rights

The Parties agree that the Commission’s approval of this Settlement will be
without prejudice to the litigation position of any Party with respect to
whether the ISPs would be permitted, absent this Settlement, to install and
operate such interconnections under their existing certificates of public
convenience and necessity. The Commission’s approval of this Settlement
will not constitute a precedent with respect to the scope of the ISPs’
certificate authority.

3.6.2. Notice Requirements

3.6.2.1. Notice of Interconnection to Provide Direct Connect Storage Service

The ISP must notify PG&E that an interconnection is going to be put
into operation for purposes of providing Direct Connect Storage
Service as least thirty (30) days before gas flows through this Direct
Connect. The name and location of the Direct Connect Customer
facility must be specified.
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3.6.2.2. Confirmation of Direct Connect Customer Pipeline Ownership

3.6.3.

Upon request by PG&E, the ISP or the Direct Connect Customer will
provide confirmation that the pipeline connecting the end-user facility
and the producer to the ISP is wholly owned by the Direct Connect
Customer or its wholly-owned affiliate, and is only connected to one
end-use customer, which can include facilities of its wholly-owned
affiliates. If the Direct Connect Customer is a producer, then the
ownership may be by that producer’s agent. This obligation will
remain in effect for as long as the Direct Connect Storage Service is
provided. If the ISP owns the connecting pipeline as provided in
Section 3.6.3.3, below, then the confirmation will so indicate.

Facility Requirements

3.6.3.1. Interconnection Facility

The interconnection to the ISP facility, consisting of a tap and meter
facilities, will be installed at a point of interconnection between the ISP
and a pipeline owned by the Direct Connect Customer.

3.6.3.2. Direct Connect Meter

A bi-directional meter which records daily meter flow in each direction
will be installed between the Direct Connect Customer and the ISP, and
may be owned by either the ISP or the Direct Connect Customer. The
meter design, installation, operation and maintenance must meet the
common industry accuracy standards for custody transfer. The meter
facility may also include valve, regulation, gas quality, communication
and other equipment typical of such an installation.

3.6.3.3. Ownership of Connecting Pipeline

3.6.4.

Absent express Commission approval on a case-specific basis, an ISP
will not construct or own any pipeline facilities connecting the Direct
Connect Customer facility to the ISP’s facilities. The ISPs agree to not
seek such Commission approvals for a period of four (4) years
following approval of this Settlement.

Accounting Procedures

The intent of these accounting procedures is to compare the daily net flows
through the Direct Connect bi-directional meter (after adjusting for
applicable fuel and line loss as set forth in the ISP’s tariffs and the Direct
Connect Customer’s storage contract) to the change in the Direct Connect
Customer’s inventory in storage. Any differences will be considered as
having been delivered from or to PG&E and invoiced as prescribed below.
This daily accounting will be reviewed and confirmed semi-annually at a
schedule to be established through discussion with each ISP.

The ISP will maintain a separate Direct Connect Storage Inventory Account
for each Direct Connect Customer with daily entries of metered gas flow at
the Direct Connect to the ISP (positive entry) and from the ISP (negative
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3.6.5.

3.6.6.

entry). An adjustment to reduce the metered quantity of gas delivered from
the Direct Connect Customer to the ISP for in-kind shrinkage for fuel and
losses, if any, pursuant to the ISP’s tariff and the storage services contract
with the Direct Connect Customer, will be a negative entry.

For each day, the net meter flow to and from the ISP for a Direct Connect
Customer, adjusted for fuel and losses applicable to this Direct Connect
Customer, are added to the prior end-of-day balance in the Direct Connect
Customer’s Storage Inventory Account.

(a) Ifatthe end of any day, this total is less than the current end-of-day
Storage Inventory Account balance or if the account balance becomes
negative, charges will be due on the difference based on the
provisions of Section 3.3, above. In this circumstance, there will be
deemed to have been a net delivery to the Direct Connect Meter that
did not come from the Direct Connect Customer’s Storage Inventory
Account, and the PG&E end-use charges that would otherwise apply
to that type of Direct Connect Customer will be owed to PG&E.

(b) If at the end of any day, this total is greater than the current end-of-
day Storage Inventory Account balance, charges will be due to PG&E
on the difference based on the provisions of Section 3.4, above, plus
the payment of the Silverado Path As-Available Rate. In this
circumstance, there will be deemed to have been a net delivery from
the Direct Connect meter that did not go into storage, and was
delivered to the PG&E transmission system at the ISP-PG&E
interconnection.

Appendix B is an example of the accounting and charges described above.

The ISP will be responsible for paying the charges due to PG&E following
each semi-annual review period, if any, under these accounting procedures.
The ISP will provide PG&E with the six-month total of the daily volumes
on which charges will be due as calculated each day under (a) and (b),
above, for each Direct Connect Customer. PG&E will then calculate the
bills and submit them to the ISP for payment. It will be solely incumbent
upon the ISP to obtain all compensation from the Direct Connect Customer.

Officer Certification

Following each semi-annual review period, an officer of the ISP will certify
that the daily calculations for the metered volumes and the changes in the
Inventory Storage Account balance, and any volumes on which charges will
be due PG&E, are true and accurate. Appendix E shows the pro-forma
versions for this certification.

Audit Rights

The ISP will retain for three (3) years all Direct Connect daily metering data
and all daily transaction records related to all storage accounts for the Direct
Connect Customer. PG&E has the right to request an annual audit of the
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3.7.

daily accounting, storage inventories, meter data and any other data used by
the ISP to track all the accounting for each Direct Connect Customer. The
audit will be conducted by an independent third-party auditor to verify the
accuracy of the certified data provided to PG&E by the ISP. The audit
procedures will include appropriate safeguards against the disclosure of
proprietary or commercially sensitive information.

If no additional charges are due PG&E as a result of the audit, PG&E will
pay for the audit. If additional charges are due, then the ISP and PG&E will
share the cost of this audit.

3.6.7. Conversion to PG&E Customer Status

If the flow of gas ceases to be bi-directional, then that Direct Connect
Customer will be deemed to be a PG&E customer and subject to the
provisions of Section 3.3 or Section 3.4, as applicable. The Direct Connect
Customer will sign a G-ESISP Service Agreement and meet all the
requirements therein. In this situation, Section 3.6 will no longer be
applicable, and the Direct Connect meter will become a PG&E meter which
must meet all applicable PG&E standards for customer or producer
metering. If the Direct Connect Customer refuses this conversion to PG&E
customer status, then the ISP will be obligated within a reasonable time to
cease operation of the interconnection facilities and cease receipts and
deliveries of gas between the ISP and the Direct Connect Customer.

PG&E Computer System Changes

The first ISP to effect an interconnection pursuant to either Section 3.3 or

Section 3.4 of this Settlement Agreement agrees to pay PG&E a total of 50 percent
of the actual one-time cost of any PG&E computer system changes, not to exceed
$150,000, needed to effectuate billing, nominations and gas flows under the
provisions of this Settlement. Upon interconnection of the second ISP, it shall
reimburse the first ISP 50 percent of the total amount paid to PG&E. All Parties to
the Settlement will not oppose PG&E’s ability to recover its share of these costs in
rates. PG&E's obligation to commence making any computer system changes
necessary for the purposes of this Settlement will not commence until the later of
(a) April 1, 2006, or (b) the ISP or PG&E notification to the other that it has
executed a Letter of Intent with an Exchange Service Customer as provided in
Sections 3.3.1 and 3.4.1.

4. ADEQUACY OF PG&E’S BACKBONE FACILITIES

4.1.

Current Backbone Capacity Adequacy

The Settlement Parties agree that, based on data provided by PG&E to the ISPs
regarding system design and operations, there currently is no need, based on
current forecasts and supply scenarios, for expansion of the PG&E backbone
transmission system to accommodate withdrawals of gas from the ISP facilities
along with other gas flows on the Redwood Path.
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4.2. Future Backbone Capacity Adequacy

Upon a reasonable request by an ISP, PG&E agrees to meet and confer in good
faith with them about this issue as needed in the future, and to provide updated
expansion and cost data, as appropriate, on a confidential basis.

4.2.1.

4.2.2.

Agreement on Expansion of Backbone

If the ISPs and PG&E agree that expansion of the PG&E backbone
transmission facilities is necessary to accommodate withdrawals of gas
from the ISP facilities along with other gas flows on the Redwood Path, and
provided that PG&E believes it has a reasonable opportunity for full cost
recovery, then PG&E will seek any required approvals and expand the
system. The ISPs, which are Parties to this Settlement, agree to actively
support PG&E’s request for timely and full cost recovery of these
expenditures in PG&E’s general transportation rates.

No Agreement on Backbone Expansion

If the ISPs and PG&E do not agree on whether the expansion of the PG&E
backbone transmission facilities is necessary to accommodate withdrawals
of gas from the ISP facilities along with other gas flows on the Redwood
Path, then each party reserves its rights to seek resolution of the issue before
the Commission.
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Appendix A

Schematic of Exchange Service Interconnections and Facilities
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Example of the Daily Accounting and Charges
For an ISP Direct Connect Storage Customer
Pursuant to Section 3.6 of this Settlement

(a) (©) (c) (d) (e) ® (2 (h)
Net Daily ~ Prior End- Current
Daily Daily Flow of-Day End-of-
Metered Metered Fuel To/From Inventory Day
Volumes Volumes and Storage + Net Flow | Inventory | Difference
Day To ISP From ISP Losses (atb+c) (f+d) Balance (e-) Charges
1 10,100 0 -100 10,000 10,000 10,000 0 No Charges
2 10,100 0 -100 10,000 20,000 20,000 0 No Charges
3 10,100 0 100 10,000 30,000 | 27,000 | 3000 3000 Dthcharged
Silverado Rate
4 10,100 0 -100 10,000 37,000 37,000 No Charges
5 0 -10,000 -10,000 27,000 27,000 No Charges
3,000 Dth charged
6 0 -10,000 -10,000 17,000 20,000 -3,000 End-User Rates
7 5,000 -10,000 -50 -5,050 14,950 14,950 0 No Charges
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Appendix C

Pro forma ISP-PG&E Exchange Agreement
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This Exchange Agreement (“Agreement”) is made and entered into this
day of , 20, by and between Pacific Gas and Electric Company
(“PG&E”), a California corporation, and (“ISP”), a
corporation. PG&E and ISP shall also be hereinafter referred to
individually as a “Party” and jointly as the “Parties.”

1. OVERVIEW OF EXCHANGE SERVICE

1.1. Exchange Service and the Exchange Agreement

This Exchange Agreement